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FEDERAL TRADE COMMISSION
The Commission has rejected a Presidential request that proposed rules be cleared
with the Office of Management and Budget prior to publication. As a result of
a 2-2 split among the Commissioners, the agency is unable to legally comply
with Executive Order 12291, which created controversy recently at the SEC
(see the 6/29/81 Wash. Report). Two Republican Commissioners, Chairmen David
Clanton and Patricia Bailey, were prepared to comp l y with the order, but Demo
cratic Commissioners Paul Dixon and Michael Pertschuk argued that compliance
would compromise the agency’s independent status. This stalemate could change
with the arrival of two new commissioners this fall. President Reagan has
nominated OMB official James Miller III to replace Commissioner Dixon, and
F. Keith Adkinson has been nominated to fill the unexpired term of Commissioner
Robert Pitofsky, who recently left the Commission. Sources at the FTC indicate
that no proposed rules had been sent to OMB for prior approval.

GENERAL ACCOUNTING OFFICE
Guidelines to better distinguish contractors' "advice” on Government functions from
their performance of such functions should be issued by the OMB Director,
according to a recent GAO report, "Civil Servants and Contract Employees: Who
Should Do What for the Federal Government?"
This second GAO report on the
overview of consulting services found that many Federal agencies use contractors
to do work the GAO believes Federal employees should do because the work involves
basic management decisions. At the same time, the agencies are using Government
personnel to provide commercial services that contractors could provide at a lower
cost. The fundamental concern is the extent to which contractors are influencing
agencies’ control of Federal programs and policies. The first GAO report, issued
3/81, recommended that Congress consider legislation to minimize the funding of
sole-source contracts for management support services and the funding of such
contracts resulting from unsolicited proposals. This report recommends that
Congress, in order to be fully apprised of consulting service contractors’ assis
tance in preparing congressionally mandated reports, enact legislation requiring
Federal agencies to fully disclose when such services are used in preparing these
reports. Copies of the report m a y be obtained by contacting the GAO at 202/2756241 and requesting document FPCD-81-43.

SECURITIES AND EXCHANGE COMMISSION
John M. Fedders, a partner in the law firm of Arnold and Porter, was named
Director of the SBC's Division of Enforcement by Chairman John Shad at a
6/29/81 press conference. Mr. Fedders will succeed Stanley Sporkin, who
left the Commission last month to become General Counsel of the Central
Intelligence Agency. According to Mr. Shad,
"Mr. Fedders is exceptionally
well qualified to meet the enforcement challenges of the 1980’s, which include
organized criminal activities, abuse of inside information, fraud and market
manipulation. As a result of his writings, lectures and practice, he is an
acknowledged authority of securities law." Mr. Fedders, 39, has been with
Arnold and Porter since 1973. He was previously an Executive Vice President
of the Gulf Life Holding Company in Dallas, an associate with Cadwalader,
Wickersham and Taft in New York City, and a law clerk in the Office of the
General Counsel of NASA. Mr. Fedders received a B.A. degree from Marquette
University and an L.L.B. from The Catholic University of America School of
Law. He is Chairman of the A B A ’s Subcommittee on Legislative and Policy
Issues of the Prosecution and Defense of Economic Crimes Committee, Chairman
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of the D.C. Bar Association’s Steering Committee for Corporation, Finance
and Securities Law, and a frequent lecturer and writer on related subjects.
Mr. Fedders will join the SBC 7/20/81.

Bevis Longstreth, nominated last week by President Reagan to replace SEC Commis
sioner Stephen Friedman, will appear before the full Senate Banking Committee
on 7/8/81, for his nomination hearing. The hearing will begin at 3 p.m. in
Room 5302 of the Dirksen Senate Office Building.

TREASURY, DEPARTMENT OF
The tax exempt status of interest on mortgage subsidy bonds was the subject of
temporary and proposed regulations recently issued by the IRS (see the 7/1/81
Fed. Reg., pp. 34311-25, 34348). The temporary regulations, effective for
governmental obligations issued after 4/24/79, conform IRS regulations to
changes in the tax law made by the Mortgage Subsidy Bond Tax Act of 1980.
These regulations affect all purchasers and governmental issuers of tax-exempt
housing bonds by defining the treatment of interest on mortgage subsidy bonds,
including defining exceptions for qualified mortgage bonds and qualified
veteran’s mortgage bonds which are generally tax exempt. The temporary regula
tions also serve as the text of the proposed regulations, with written comments
and requests for public hearing requested by 8/31/81. For additional informa
tion contact Harold Flanagan at 202/566-3294.

New rules for determining whether certain interests in a corporation should be
treated as stock or indebtedness will be revised and issued by the end of
this summer, according bo Treasury Tax Legislative Counsel, William McKee.
McKee, speaking before the Federal Bar Association Council on Taxation on
June 29, 1981, stated that the debt/equity rules need to be simplified
because they place too much "emphasis on interest rates" in a period when
interest rates are volatile. The effective date of the new rules (T.D. 7747),
which were issued near the end of the Carter Administration, was changed to
January 1, 1982, to allow the Treasury Department additional time to review
the rules. Any changes in the rules are to be published well in advance of
the effective date so that the final rules can go into effect on 1/1/82,
according to John Chapoton, Assistant Treasury Secretary for Tax Policy.
Additionally, Mr. McKee noted that the Administration’s second tax bill,
H.R. 3849, is likely to include some technical changes and tax reform measures
to specifically include: a simplification of the transfer rules for estate
and gift taxes; revision of Subchapter K, on partnerships; a harsher penalty
for tax shelter abuses; and, some revisions to tax code Sec. 304, dealing with
the combining of earnings and profits of brother-sister corporations.

The earliest due date for filing information returns

for generation-skipping

t r u s t s h a s b e e n e x te n d e d fro m J u n e 30 t o A u g u s t 1 4 , t h e I n t e r n a l R evenue
Service announced 6/23/81. The returns are filed on Form 706-B(l), Informa
tion Return by Trustee for Taxable Distribution or Termination From a Genera
tion-Skipping Trust, and Form 706-B(2), Beneficiary’s Share of a Taxable
Distribution From a Generation-Skipping Trust. These forms will be available
in IRS offices by July 15. Transfers from these trusts after June 11, 1976,
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are subject to a generation-skipping transfer tax, imposed by the Tax Reform
Act of 1976, according to the IRS. The IRS indicated that the tax must be
reported on Form 706-B, Generation-Skipping Transfer Tax Return. The initial
due date for reporting any tax due is October 15, 1981.

Imputed interest rates on loans between related entities and on deferred or
installment payments for sales of property will rise as a result of new IRS
final regulations (see the 7/2/81 Fed. Reg., pp. 34567-74). The regulations
under tax code sections 482 and 483, were proposed 8/29/80 and were the focus
of a Senate Finance Oversight Subconmittee hearing 4/28/81 and a 1/8/81 IRS
hearing. Treasury officials in testimony before the subcommittee asserted
that "it is necessary to adjust the existing imputed interest rates to bring
them more in line with current market rates" and explained that "Section 483
does not affect the amounts paid by the purchaser for property; it affects
only the characterization of these amounts as principal or interest for
Federal tax purposes." Under the new rules; the Section 482, "safe haven"
rule for loans and advances between related entities, has been raised to a
range of 11 to 13 percent. The previous range was six to eight percent.
If
the rate actually charged does not fall within the range, the rules set a 12
percent interest rate. For installment sales covered under Section 483, a
rate of 10 percent compounded semi-annually is provided, with nine percent
being the test rate to determine compliance. The IRS indicated that it would
not use a self-adjusting mechanism for setting Section 482 and 483 interest
rates as had been considered earlier in the rulemaking process. For additional
information contact-John Schmalz at 202/566-3288.

For additional information, please contact Jim Kovakas, Gina Rosasco,
Nick Nichols or Kathee Baker at 202/872-8190.
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